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This  bulletin  sets  forth  the  basic 
provisions  of  the  Rural  Electrifi- 
cation Act  relating  to  loans  for 
rural  telephone  service,  together 
with  the  principal  standards  and 
requirements  that  should  be  con- 
sidered by  prospective  borrowers. 


THE  RURAL  TELEPHONE  LOAN 
PROGRAM 


The  Kural  Electrification  Act  of  1936 
was  amended  on  October  28,  1949  to 
provide  for  the  improvement  and  ex- 
pansion of  rural  telephone  service.  In 
general,  the  aim  is  to  furnish  loans  and 
technical  assistance  in  the  rural  tele- 
phone field  similar  to  that  which  has 
been  provided  for  rural  electrification. 

Area  Coverage 

The  basic  policy  established  by  the 
Congress  for  guiding  the  administra- 
tion of  the  rural  telephone  loan  pro- 
gram is  set  forth  in  the  preamble  to  the 
telephone  act,  as  follows : 

...  it  is  hereby  declared  to  be  the  policy 
of  the  Congress  that  adequate  telephone  serv- 
ice be  made  generally  available  in  rural  areas 
through  the  improvement  and  expansion  of 
existing  telephone  facilities  and  the  construc- 
tion and  operation  of  such  additional  facili- 
ties as  are  required  to  assure  the  availability 
of  adequate  telephone  service  to  the  widest 
practicable  number  of  rural  users  of  such 
service  (Public  Law  423,  81st  Cong.). 

Telephone  loan  applications  will  be 
considered  on  the  basis  of  whether  they 
will  result  in  providing  adequate  tele- 
phone service  to  the  widest  practicable 
number  of  rural  subscribers.  EEA  will 
endeavor  to  carry  this  policy  into  action 
in  order  that  farmers  and  other  rural 
people  generally  may  enjoy  efficient  and 
economical  telephone  service. 

Borrower  Eligibility  and  Preference 

To  effectuate  the  telephone  loan  pro- 
gram, the  act  provides  that : 

.  .  .  the  Administrator  is  authorized  and 
empowered  to  make  loans  to  persons  now 
providing  or  who  may  hereafter  provide  tele- 
phone service  in  rural  areas  and  to  coopera- 
tive, nonprofit,  limited  dividend,  or  mutual 
associations  (Title  II,  Sec.  201). 

The  term  "persons"  includes  "any 
natural  person,  firm,  corporation,  or  as- 
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sociation"  (Title  I,  Sec.  13).  Loans 
will  not  be  made  to  individual  subscrib- 
ers for  the  installation  of  their  own 
station  equipment. 

Public  agencies,  municipalities  or 
other  governmental  bodies  are  not  eli- 
gible to  participate  in  the  rural  tele- 
phone loan  program,  except  that  co- 
operative or  mutual  associations  which 
may  be  technically  designated  as  "pub- 
lic bodies"  by  State  law  are  not  thereby 
made  ineligible. 

The  act  also  provides : 

The  Administrator,  in  making  such  loans, 
shall  give  preference  to  persons  providing 
telephone  service  in  rural  areas,  and  to  co- 
operative, nonprofit,  limited  dividend,  or  mu- 
tual associations :  And  provided  further, 
That  for  a  period  of  one  year  from  and  after 
the  effective  date  of  this  title  (October  28, 
1949)  applications  for  loans  received  by  the 
Administrator  from  persons  who  on  the  ef- 
fective date  of  this  title  are  engaged  in  the 
operation  of  existing  telephone  service  in 
rural  areas  shall  be  considered  and  acted  upon 
before  action  is  taken  upon  any  application 
received  from  any  other  person  for  any  loan 
to  finance  the  furnishing  or  improvement  of 
telephone  service  to  substantially  the  same 
subscribers  (Title  II,  Sec.  201). 

The  Report  of  the  House  and  Senate 
conferees  on  the  telephone  legislation 
(H.  Eep.  No.  1450)  specifically  states, 
"As  amended  by  the  committee  of  con- 
ference, this  preference  sentence  pro- 
vides that  for  a  period  of  1  year  after 
the  effective  date  of  the  legislation, 
when  two  or  more  applications  are  re- 
ceived covering  telephone  service  to  sub- 
stantially the  same  subscribers,  the  ap- 
plication, if  any,  from  the  person  then 
engaged  in  providing  the  telephone 
service  to  those  subscribers  shall  be 
considered  and  acted  upon  before  ac- 
tion is  taken  upon  any  other  applica- 
tion covering  substantially  the  same 
subscribers.  .  .  .  The  provision 
agreed  to  by  the  committee  of  confer- 
ence extends  the  preference  period  to 
1  year  and  requires  that  during  that 
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time  the  Administrator  must  take  ac- 
tion upon  the  applications  of  existing 
companies  before  he  can  consider  any 
conflicting  applications." 

Thus,  loans  may  be  made  to  a  new 
organization  before  October  28,  1950, 
only  if : 

1.  No  existing  company  engaged  in 
serving  rural  areas  has  made  applica- 
tion to  serve  substantially  the  same  sub- 
scribers; or 

2.  An  application  for  a  loan  from  an 
existing  company  to  serve  substantially 
the  same  subscribers  has  been  considered 
and  found  not  to  comply  with  the  re- 
quirements of  the  act. 

Purpose  of  Loans 

Loans  may  be  made  "for  the  purpose 
of  financing  the  improvement,  expan- 
sion, construction,  acquisition,  and  oper- 
ation of  telephone  lines,  facilities  or 
systems  to  furnish  and  improve  tele- 
phone service  in  rural  areas."  (Title 
II,  Sec.  201.) 

Section  201  of  the  Act  requires  that : 

The  Administrator  in  making  such  loans 
shall,  insofar  as  possible,  obtain  assurance 
that  the  telephone  service  to  be  furnished  or 
improved  thereby  will  be  made  available  to  the 
widest  practical  number  of  rural  users. 

Loans  may  be  made  for : 

.  .  .  refinancing  outstanding  indebted- 
ness of  persons  furnishing  telephone  service 
in  rural  areas ;  Provided,  That  such  refinanc- 
ing shall  be  determined  by  the  Administrator 
to  be  necessary  in  order  to  furnish  and  im- 
prove telephone  service  in  rural  areas :  And 
provided  -further,  That  such  refinancing  shall 
constitute  not  more  than  40  per  centum  of  any 
loan  made   .    .    .    (Title  II,  Sec.  201). 

Eural  telephone  loans  will  not  be 
made  for  refinancing  existing  indebted- 
ness merely  to  enable  borrowers  to 
obtain  a  lower  rate  of  interest  or  a 
longer  amortization  period.  Such  loans 
will  be  made  only  when  necessary  to 
improve  or  extend  service  in  rural  areas. 
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Loans  will  not  be  made  merely  for  the 
purpose  of  effecting  the  consolidation  of 
telephone  organizations.  A  telephone 
system  resulting  from  a  merger  or  con- 
solidation, however,  may  obtain  loans 
for  the  improvement  and  extension  of 
rural  telephone  service  in  the  combined 
areas.  "It  is  not  the  intention"  of  the 
Congress,  as  indicated  explicitly  by  the 
Report  of  the  House  and  Senate  con- 
ferees on  the  telephone  legislation 
(H.  Rep.  No.  1450)  "to  prohibit  a  num- 
ber of  existing  rural  telephone  com- 
panies, systems,  or  lines  from  combining 
voluntarily,  forming  a  new  company  or 
association,  and  receiving  a  loan  for  the 
improvement  of  telephone  service  in 
their  combined  areas." 

The  authority  to  finance  acquisitions, 
as  used  in  Title  II,  Sec.  201  (quoted 
above),  includes  "authority  for  loans 
for  the  purpose  of  the  acquisition  of  one 
company  by  another  or  of  lines  or  facili- 
ties, where  such  acquisition  is  merely 
incidental  to  the  main  purpose  which 
must  be  the  improvement  or  extension 
of  rural  telephone  service"  (H.  Rep.  No. 
1450). 

Definition  of  Rural  Area 

As  already  stated,  the  purpose  of  the 
rural  telephone  act  is  the  improvement 
and  extension  of  telephone  service  in 
rural  areas.    The  act  provides  that : 

.  .  .  the  term  rural  area  shall  be  deemed  to 
mean  any  area  of  the  United  States  not  in- 
cluded within  the  boundaries  of  any  incorpo- 
rated or  unincorporated  city,  village,  or  bor- 
ough having  a  population  in  excess  of  one 
thousand  five  hundred  inhabitants  (Title  II, 
Sec.  203  (b)). 

However,  the  act  provides  further 
that  "When  it  is  determined  by  the  Ad- 
ministrator to  be  necessary  in  order  to 
furnish  or  improve  telephone  service  in 
rural  areas,  such  loans  may  be  made 
for  the  improvement,  expansion,  con- 
struction, acquisition  and  operation  of 


telephone  lines,  facilities,  or  systems 
without  regard  to  their  geographical 
location."  (Title  II,  Sec.  201.)  This 
provision  permits  the  Administrator  to 
make  loans  for  telephone  facilities  that 
are  located  within  cities,  villages  or  bor- 
oughs of  more  than  1500  inhabitants,  if 
such  facilities  are  necessary  to  the  pro- 
vision of  adequate  telephone  service  out- 
side the  boundaries  of  such  places. 

Definition  of  Telephone  Service 

.  .  .  the  term  "telephone  service"  shall  be 
deemed  to  mean  any  communication  service 
whereby  voice  communication  through  the  use 
of  electricity  between  the  transmitting  and 
receiving  apparatus,  is  the  principal  intended 
use  thereof,  and  shall  include  all  telephone 
lines,  facilities,  or  systems  used  in  the 
rendition  of  such  service  .  .  .  (Title  II,  Sec. 
203  (a)). 

Thus,  telephone  service  includes  voice 
communication  by  conventional  wire 
circuits,  or  carrier  circuits  over  either 
telephone  or  electric  service  lines,  and 
radio  telephony. 

Loan  Terms 

Title  I,  Section  4  of  the  Act  provides 
that  "all  such  loans  shall  be  self -liqui- 
dating within  a  period  of  not  to  exceed 
thirty-five  years,  and  shall  bear  inter- 
est at  the  rate  of  2  per  centum  per 
annum."  The  self-liquidating  require- 
ment means  that  there  must  be  suffi- 
cient revenues  from  the  borrower's  sys- 
tem, in  excess  of  operating  expenditures 
(including  maintenance  and  replace- 
ment) ,  to  repay  the  loan. 

The  actual  loan  period  for  any  par- 
ticular loan  may  be  less  than  the  maxi- 
mum authorized  period  of  35  years,  de- 
pending on  the  circumstances  of  each 
individual  case.  Funds  will  not  be  ad- 
vanced until  needed  by  the  borrower  to 
meet  approved  obligations.  While  in- 
terest will  be  charged  from  the  date 
funds  are  advanced,  payment  of  prin- 
cipal and  interest  may  be  scheduled  to 
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begin  after  the  construction  or  develop- 
ment period,  if  deemed  advisable  by 
EEA.  Such  scheduling,  however,  will 
not  add  to  the  length  of  the  loan  period 
initially  agreed  upon. 

Security  Requirements 

Loans  under  this  section  shall  not  be  made 
unless  the  Administrator  finds  and  certifies 
that  in  his  judgment  the  security  therefor 
is  reasonably  adequate  and  such  loan  will  be 
repaid  within  the  time  agreed  .  .  .  (Title 
II,  Sec.  201). 

The  making  of  loans  for  financing 
the  improvement  and  extension  of  rural 
telephone  service  involves  financial  haz- 
ards such  as  (1)  the  possibility  of  sub- 
scribers giving  up  service  when  econom- 
ic conditions  are  unfavorable,  (2)  sleet 
and  storm  damage,  and  (3)  the  rela- 
tively low  level  of  earnings  of  rural 
telephone  systems  under  average  con- 
ditions. Because  of  these  hazards,  each 
borrower  will  be  required  to  provide 
equity  to  supplement  the  amount  of  the 
loan.  Among  the  factors  which  will  be 
taken  into  consideration  in  determining 
the  amount  of  equity  to  be  required  in 
particular  instances  are  the  following: 

1.  The  condition  and  value  of  the  phy- 

sical telephone  properties  offered 
as  security  for  repayment  of  the 
loan. 

2.  The  system  revenues,  present  and 

prospective,  available  for  repay- 
ment of  the  loan  with  interest,  as 
scheduled. 

3.  The  size,  character  and  operating 

efficiency  of  the  system. 

4.  The  extent  to  which  widespread 

community  interest,  as  represented 
in  the  ownership,  management 
and  patronage  of  the  telephone  en- 
terprise, tends  to  assure  continuity 
of  (a)  subscriber  use  of  the  service, 
and  (b)  efficient  management  and 
control. 
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5.  The  extent  to  which  the  net  worth 

of  the  borrower  may  increase  dur- 
ing the  life  of  the  loan. 

6.  The  extent  to  which  EE  A  guidance 

and  assistance  in  management  and 
operating  practices  will  tend  to  as- 
sure efficient  system  operation  and 
maintenance  of  adequate  telephone 
service. 

Depending  on  the  extent  to  which 
these  factors  are  present  in  each  case, 
the  borrower  will  be  required  to  provide 
equity,  supplementing  the  loan,  amount- 
ing to  10  to  50  percent  of  the  total  value 
of  the  borrower's  system,  including  the 
facilities  financed  by  the  REA  loan.  In 
some  cases  even  more  than  50  percent 
equity  may  be  necessary. 

In  all  cases  where  applicants  are  sub- 
ject to  the  jurisdiction  of  State  regula- 
tory bodies  with  respect  to  financing 
the  requirements  of  the  State  regulatory 
bodies  must  be  met. 

Loan  Document  Provisions 

In  order  to  assure  continued  adequacy 
of  the  security  and  the  quality  of  tele- 
phone service  over  the  life  of  the  loan, 
suitable  provisions  will  be  included  in 
the  loan  documents.   Certain  standard 
provisions  will  be  applied  generally  to 
all  borrowers,  including  the  following : 
1.  Mortgage  Requirements. — Normally, 
a  first  mortgage  will  be  required 
on  the  borrower's  entire  system. 
In  the  case  of  loans  to  finance  tele- 
phone facilities  which  do  not  in 
and  of  themselves  constitute  self- 
contained  operating  systems  or 
units,  it  will  be  necessary  for  the 
borrower,  in  addition  to  the  mort- 
gage, to  furnish  adequate  assur- 
ance, in  the  form  of  contractual 
and  other  security  arrangements, 
that  continuous  and  efficient  tele- 
phone service  will  be  rendered. 
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2.  Area    Coverage. — Borrowers  will 

agree  to  accomplish  area  coverage 
telephone  service  by  making  serv- 
ice available  to  all  applicants  for 
service  within  their  rural  service 
areas,  as  rapidly  as  practicable. 

3.  Advance  and  Use  of  Loan  Funds. — 

Borrowers  will  use  loan  funds  only 
for  the  purposes  agreed  upon. 
Loan  funds  will  be  advanced  to 
borrowers  only  as  needed  to  meet 
approved  obligations.  Interest 
will  be  charged  from  the  time 
when  funds  are  actually  advanced. 

4.  G onstruction  S tandards. — Borrowers 

will  agree  to  follow  construction 
standards  acceptable  to  REA;  to 
expend  loan  funds  for  equipment 
and  materials  of  acceptable  qual- 
ity ;  and  to  make  arrangements  for 
engineering  services  acceptable  to 
REA.  REA  will  retain  the  right 
to  inspect  construction  for  com- 
pliance by  the  borrower  with  its 
obligation  under  the  loan  docu- 
ments. 

5.  Audits,  Financial  and  Operating 

Statements. — Borrowers  will  agree 
to  maintain  a  system  of  accounts 
satisfactory  to  REA  and  subject 
to  REA  inspection ;  and  to  submit 
specified  financial  and  operating 
reports  periodically,  as  long  as  any 
portion  of  the  loan  remains  out- 
standing. Borrowers  will  also 
agree  to  periodic  audits  of  their 
records  by  REA  or  by  certified 
public  accountants. 

6.  Sales,  Salaries,  Dividends,  Service 

and  Operating  Contracts  and  Ar- 
rangements.— Borrowers  will  agree 
not  to  sell  or  otherwise  dispose  of 
facilities  or  equipment  financed 
with  loan  funds  or  furnished  as 
security,  except  with  REA  ap- 
proval or  until  the  loans  are  fully 
repaid.    As  long  as  any  portion 


of  a  loan  remains  outstanding, 
EEA  reserves  the  right  to  pass 
upon  the  reasonableness  of  all  ex- 
penditures, and  contracts  and  ar- 
rangements affecting  security,  such 
as  salaries,  dividends,  service  and 
operating  contracts  and  arrange- 
ments. 

7.  Maintenance  and  Operation. — Bor- 

rowers will  agree  to  maintain  their 
systems  in  good  repair,  working 
order  and  condition ;  to  make  nec- 
essary replacements  and  altera- 
tions; and  to  provide  adequate 
telephone  service. 

8.  Insurance. — Borrowers  will  agree  to 

take  out  and  maintain  adequate  in- 
surance and  fidelity  coverage,  as 
long  as  any  portion  of  the  loan 
remains  outstanding. 

9.  Rates,  Charges  and  Reserves. — Bor- 

rowers will,  subject  to  applicable 
laws  and  rules  and  orders  of  regu- 
latory bodies,  establish  rates  and 
charges  which  will  yield  sufficient 
revenue  to  cover  all  operating  and 
maintenance  expenses,  including 
replacement,  taxes  and  insurance, 
and  all  payments  of  principal  and 
interest  on  the  loan.  Such  rates 
and  charges  shall  also  be  consist- 
ent with  the  achievement  of  the 
basic  purpose  of  the  telephone  leg- 
islation, namely,  "to  assure  the 
availability  of  adequate  telephone 
service  to  the  widest  practicable 
number  of  rural  users."  Borrow- 
ers will  be  required  to  establish 
and  maintain  proper  reserves  for 
operating  expenditures,  replace- 
ments, payments  on  loans  and 
other  purposes  as  specified  by 

10.  State  Regulation. — In  accordance 

with  Section  202  of  the  Act,  bor- 
rowers will  agree  to  comply  with 
applicable  State  laws  and  the  re- 
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quirements  of  State  commissions, 
boards  or  other  bodies  having  ju- 
risdiction over  them. 
In  addition  to  the  foregoing  standard 
provisions  which  are  generally  applica- 
ble to  all  borrowers,  provisions  such  as 
the  following  may  also  be  made  a  part 
of  the  loan  documents,  depending  upon 
the  security  situation  in  each  case,  in- 
cluding the  factors  listed  under  the 
heading  "Security  Requirements" : 

1.  Approval  by  REA  of  the  borrower's 

managerial  personnel. 

2.  Removal  and  replacement  of  mana- 

gerial personnel,  when,  in  the  opin- 
ion of  REA,  the  Government 
security  requires  it. 

3.  REA  approval  of  agreements  be- 

tween the  borrower  and  third 
parties  relating  to  construction  or 
operation  of  the  system,  such  as 
agreements  pertaining  to  switch- 
ing service,  toll  service,  acquisition 
of  existing  facilities,  purchase  of 
land,  materials,  supplies  and  equip- 
ment. 

4.  Agreement  to  keep  any  property  con- 

structed, purchased  or  acquired 
free  from  any  liens  or  encum- 
brances other  than  the  REA  mort- 
gage. 

5.  Approval  by  REA  of  the  construc- 

tion of  any  additions,  extensions  or 
improvements  to  the  borrower's 
system. 

6.  Agreement  to  incur  indebtedness  in 

addition  to  the  REA  loan  only 
with  REA's  consent. 

7.  Adherence  to  accepted  operating  and 

maintenance  procedures  and  prac- 
tices, personnel  training  programs, 
office  procedures,  and  equipment 
maintenance  programs. 

8.  Transmission  promptly  to  REA  of 

certified  copies  of  the  minutes  of 
all  meetings  of  members  and  of 
directors. 
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9.  In  the  case  of  cooperative,  nonprofit, 

limited  dividend  and  mutual  asso- 
ciation borrowers,  agreement  not 
to  pay  salaries  to  directors.  Direc- 
tors' fees  and  expenses  will  be  sub- 
ject to  EE  A  approval. 

10.  As  a  means  of  safeguarding  the 

Government  loan  through  a 
broad  base  of  subscriber  owner- 
ship and  control,  agreement  by 
cooperative,  nonprofit,  limited 
dividend  and  mutual  associa- 
tions to : 

(a)  Establish  voting  on  the  prin- 
ciple of  "one  member — one 
vote." 

(b)  Make  membership  available 
to  all  subscribers  upon  re- 
ceipt of  membership  fee. 

(c)  Credit  to  subscribers  in  pro- 
portion to  patronage  all  pay- 
ments for  service  in  excess  of 
cost,  other  than  payments 
provided  for  in  (d). 

(d)  Declare  or  pay  no  dividends, 
except  that  dividends  not  ex- 
ceeding 4  percent  per  annum 
may  be  paid  on  capital  fur- 
nished as  equity  in  connec- 
tion with  the  loan. 

11.  In  the  case  of  a  cooperative,  non- 

profit, limited  dividend  or  mutual 
association  borrower,  agreement 
that  KEA  shall  have  the  right  to 
appoint  a  supervisor  to  assume 
temporary  management  when 
found  necessary  by  EEA  to  pro- 
tect the  Government  security  and 
the  members'  interests  and  to 
achieve  the  objectives  for  which 
the  loan  was  made. 

Duplication  of  Facilities 

Loans  shall  not  be  made  "in  any  State 
which  now  has  or  may  hereafter  have  a 
State  regulatory  body  having  authority 
to  regulate  telephone  service  and  to  re- 
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quire  certificates  of  convenience  and 
necessity  to  the  applicant  unless  such 
certificate  from  such  agency  is  first  ob- 
tained." (Title  II,  Sec.  201.)  It  will 
be  the  responsibility  of  the  applicant  to 
obtain  from  the  State  authority,  where 
necessary,  the  required  certificates  of 
convenience  and  necessity  or  franchises, 
approval  to  borrow,  and  approval  of 
rate  schedules. 

"In  a  State  where  there  is  no  such 
agency  or  regulatory  body  legally  au- 
thorized to  issue  such  certificates  to  the 
applicant,  no  loan  shall  be  made  under 
this  section  unless  the  Administrator 
shall  determine  (and  set  forth  his  rea- 
sons therefor  in  writing)  that  no  dup- 
lication of  lines,  facilities,  or  systems 
providing  reasonably  adequate  services 
will  result  therefrom."  (Title  II,  Sec. 
201.)  In  such  cases,  applicants  will  be 
required  to  supply  the  necessary  infor- 
mation. 

Where  to  Apply  for  Loans 

All  applications  should  be  made  di- 
rectly to  the  Rural  Electrification  Ad- 
ministration, United  States  Department 
of  Agriculture,  Washington  25,  D.  C. 
It  will  be  unnecessary  and  undesirable 
to  retain  the  services  of  any  agents  or 
representatives,  either  in  Washington 
or  locally,  to  assist  in  obtaining  a  loan. 
No  part  of  any  loan  secured  from  REA 
may  be  used  in  payment  for  such  serv- 
ices. This  does  not  mean  that  appli- 
cants should  not  accept  the  assistance 
of  farm  organizations,  local  Extension 
Service  leaders,  cooperative  and  other 
organizations  and  associations  inter- 
ested in  advancing  the  program.  REA 
will  advise  applicants  of  any  financial 
or  engineering  services  that  may  be  re- 
quired. 

Applications 

Applications  furnishing  preliminary 
information  in  connection  with  pro- 
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posed  loans  will  be  accepted  on  forms 
provided  by  REA.  After  the  informa- 
tion is  examined,  the  applicant  will  be 
notified  of  any  further  steps  to  be  taken. 
Applicants  are  advised  not  to  incur  ex- 
penditures for  audits,  incorporation, 
appraisals,  or  the  assembly  of  other 
information  until  advised  to  do  so  by 
REA. 

Application  forms  and  copies  of  the 
Rural  Electrification  Act  are  available 
on  request. 
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